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COMMENTARY

Max Hugel, author of the fol-
lowing article on what the Unit-
ed States must do te compete
successfully with Japan, spent
more than 20 years as a business
partner to the Japanese. He
learned Japanese while in mili-
tary intelligence during World
War I1. From 1954 to 1975 he was
president and chief operating of-
ficer of Brother International
Corp. and from 1975 to 1980 was
executive vice president and
chief operating officer of Cen-
tronics Data Computer Corp.,
Hudson. He was President Rea-
gan’s national director of voter
groups in the 1980 campaign,
and has been deputy director for
administration and deputy di-
rector of operations of the Cen-
tral Intelligence Agency.

By MAX HUGEL

Ever since World War 11, the
Japanese have inexorably made
massive com-
mercial pene-
trations around
the world, par-
ticularly in the
United States.
Their manufac-
tured goods are
everywhere,
and have often
succeeded in
displacing U.S.
products. Turn-
ing to the other
side of the coin, U.S. manufac-
turers have rarely been able to
penetrate the Japanese market.
The Japanese have an unbal-
anced duty rate on many Ameri-
can-manufactured goods. The
forest of Japanese regulations is
an almost impenetrable obstacle

to most American manufactur-
ers attempting to penetrate that
market.

Still worse, the Japanese pos-
sess a very complex distribution
system which meost American
manufacturers do not under-
stand and cannot penetrate.

As a result, there is a massive
imbalance of trade between the
United States and Japan and be-
tween Japan and much of the
rest of the free world. The Japa-
nese have dogmatically and ag-
gressively pursued their strate-
gy in taking over markets for
their products throughout the
world. America’s industrial base
has suffered accordingly. We all
can cite examples of how their
success has impacted here.

There are many reasons for
what we are seeing today. Many
U.S. manufacturers of consumer
products have been extremely
complacent. They have not re-
sisted, and have allowed the
Japanese to slowly but surely
dominate their markets.

There are other factors.

After World War II, we de-
signed the Japanese industrial
base, told them what products to
make, gave them significant ad-
vantages, financed many of
their new factories, starting
them off with a more up-to-date
industrial base than we had.
Since then they have continuous-
ly and constantly upgraded their
facilities, automated, and uti-
lized the character of their peo-
ple and institutions to outpace us
in productivity. Think about it. It
is quite amazing. Japan imports
almost all her raw materials,
manufactures its products, sells
them abroad, and competes ef-
fectively with everyone.
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Unless we can cope with this
situation, we could find our-
selves reduced to the status of a
secondary power. America
could end up as a strictly ser-
vices and agricultural country
without a competitive industrial
base. We would be a raw-mate-
rials source for Japan.

We have a hard climb ahead of
us. Yet before we can tackle the
problems, we first must under-
stand Japan, its people, and how
to negotiate with the Japanese,
both on a government and busi-
ness level.

The following is a thumbnail
sketch of what corporate and po-
litical Japan is all about. If that
is understood, I think we can be-
gin to effectively negotiate with
them, on government and busi-
ness levels; to balance our trade
with them, to increase our pene-
tration of Japan's markets and
to compete effectively through
the world with Japan.

To successfully negotiate and
deal with the Japanese, we must
make an effort to understand
them comparable to the one they
put forth to understand us.

Let me outline some elements
commonly found in the Japanese
character that have been over-
looked and about which we must
obtain a much better under-
standing. Only about one fourth
of Japan is arable and usable for
traditional commercial and ag-
ricultural purposes. Well over
100 million people are crammed
into these islands. They are not,
like us, people accustomed to
large open spaces and ample
room for expansion. This is an
intense, hard-working people,
who focus so closely on their

—3 -n-n. rlm"" L L

o R e YR

el

Page 1

Approved For Release 2008/01/14 : CIA-RDP85B01152R000100100019-8

ey



Approved For Release 2008/01/14 : CIA-RDP85B01152R000100100019-8

T WEINUMY LI WINITAVY WIMIVY WV

lluv“,

NN TN NS

work that they often view many
leisure pursuits and humor as
frills or frivolity.

Many Japanese possess a su-
periority complex towards other
Asian nations, yet also feel they
must race to catch up in their re-
lationships with Western na-
tions.

I have found the Japanese do
not respect weakness and take
advantage of it. They admire
and respect strength, and I draw
a careful line between strength
based on reality as opposed to
mere bluster in negotiations. If
you are ignorant and unable to
produce, table pounding guaran-
tees disaster.

Japan is laced with contrasts.
People in kimonos brush shoul-
ders with others in business
suits. Some seek a return to the
traditions of old. Others em-
brace the ultra-mdoern. Many
follow Western ways outside
their homes, yet sit on the floor
and eat and dress in a kimono
behind closed doors.

The Japanese rarely plunge in
to business dealings immediate-
ly. They will carefully evaluate
you as a individual for some
time before getting to the busi-
ness at hand. Only when you are
respected as an individual does
commerce commence. Assets
like money and power take a
temporary back seat to their
process of getting to know you.

Invariably, they have a plan.
They know what they want and
don’t want, often leading to con-
flict during negotiations.

What the Japanese do is col-
ored by intense nationalism. The
government and other Japanese
institutions of all kinds usually
work as a team. Through vari-
ous associations and organiza-
tions built into their system,
they are often able to decide
which companies will penetrate
given markets with certain prod-
ucts in such situations. Operat-
ing by unwritten law, other Jap-
anese companies will not
attempt to match their efforts,
eliminating potentially destruc-
tive competition.

Japanese banks assist Japa-
nese companies in many sophis-
ticated ways. In this area, they
establish cooperation that small
or medium size U.S. companies
do not receive in establishing
credit lines around the world.

Japanese companies design
products exclusively for export,

catering to specialized foreign
needs. They are willing to adapt
the product for a particular mar-
ket, including design, color or
power requirements. They do
this continually. American man-
ufacturers rarely, if ever, do
this. Japan subsidizes compa-
nies manufacturing products in
areas of commerce Japan seeks
to expand in. They make no se-
cret of this. Such subsidies take
many forms. In some cases, one
company will create a special-
ized product, and another will do
the exporting.

Today, Japan is concentrating
on electronics, computers, ro-
botics and genetic medicine, all
areas guaranteed in the future to
be competitive with the United
States. Japanese companies
need not concern themselves
with profits in a manner compa-
rable to publicity-held U.S. com-
panies. This allows them a long-
er view. Stockholders do not
make waves in Japan. Japanese
companies therefore can put
more money into R&D and are
free to show less earnings.

Of course, they have had the
enviable luxury of rebuilding
and penetrating world markets
with their products behind the
military shield erected for their
benefit by the U.S. We pay for
their defense, and have done so
for 38 long and expensive years.
Nice work if you can get it. This
is a key element in their ability
to successfully compete with us.

Japanese financial institu-
tions, together with the Japa-
nese government, extend long-
term credits to Japanese
companies to enable them to
compete with us around the
world. American companies
have lost enormous markets to
Japan because of such favorable
credit terms.

Japanese companies do not
have to worry about losing key
personnel, many of them spend
an entire working lifetime with
single companies. Such top-ex-
ecutive continuity gives them an
immeasurable advantage. When
someone does not perform ap-
propriately, the Japanese do not
fire or disgrace them. They
work around them.

They use their people far more
effectively than do most Ameri-
can companies. Japanese execu-
tives often get their hands dirty,
maintaining contact with work-

ers, down through and into pro-
duction lines. Suggestions are in-
vited. Everyone becomes and
feels directly involved with the
success of the company. Sugges-
tions are implemented, rewards
and recognition for first-rate
performance are common. Ev-
eryone pulls together.

Their pay scale is different
from ours. Bonuses supplement
base salaries. When profits dip,
bonuses are withheld or cut. The
burden of a maximum salary
base is non-existent

Unfriendly corporate take-
overs are frowned upon and do
not exist in Japanese businesses.
And the Japanese employ the
most extensive economic intelli-
gence system known.

Before making a product or
penetrating a market, the Japa-
nese do intensive market re-
search. They are almost 100-per-
cent prepared to do the job.
Companies share information,
often even when in competition
with one another.

In new market penetration sit-
uations, their approach is quiet,
slow, and step by step. Even if
they lose money in the begin-
ning, they persist, following long
range plans.

Commonly, American manu-
facturers do not see such initial
market penetrations by Japan
as a threat. Initially, the Japa-
nese product may not be up to
American standards. But slowly
the Japanese correct the prod-
uct, ultimately dominating that
particular product market
place. It is now imperative for
American manufacturers to re-
act immediately and compete
promptly when such competition
presents itself.

Any Japanese-American busi-
ness relationship is strictly tem-
porary. Once the American busi-
ness connection is no. longer
needed, the relationship is quiet-
ly terminated. The Japanese al-
ways seek to put any such rela-
tionship under their complete
control . . . inits entirety.

If they find themselves on the
short end of a business deal, the
Japanese will take whatever
time is necessary, even years, to
correct that imbalance. All sub-
sequent negotiations are geared
to reaching that goal.
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Their patience is enormous,
guaranteeing them still another
advantage. Americans invaria-
bly seek quick results, a virtual
impossibility in negotiating with
the Japanese. We must learn to
endure boredom, frustration,
and endless go-rounds. We must
out-sit them.

They seek control of patents
worldwide. Our technology is
continually under their scrutiny.
Anything we make that is first-
rate will ultimately be grafted
onto Japanese products, and will
be sold right back to us and our
customers.

Now let's look at the United
States. Our workers are as
strong first as theirs. Our abili-
ties are as good as theirs. We
can and should copy their meth-

ods as they copy ours, establish-
ing relationships within Ameri-
can companies that will yield
comparable results. Japan, re-
source-poor, effectively uses its
wits to out-compete us. Because
we are rich and successful, we
have taken too much for grant-
ed. And we have lost out because
of this attitude. We can use our
massive industrial base to cor-
rect existing imbalances. Once
we realize the true nature of the
struggle we are engaged in with
the Japanese, we should be able
to effectively compete. We pos-
sess the resources. What we re-
quire now is the same kind of co-
operation and mutual support
within U.S. companies and be-
tween American financial insti-
tutions and our government.

We are committed free-trad-

But there is a huge differ-

between
free trade and
fair trade. We
have largely
traded both
freely and fair-
Iv 1n competi-
tton  with the
Japanese. Un-
fortunately. the
Japanese have
not competed

ers
encee

fairlv.  There- -
fore. they have MAX HUGEL
been able to seize many rich

markets, especially in Asia. that
once were ours. We must re-
group and again battle for such
markets. OQur overall economic
strength 1s our best asset here.

Trade Barriers, Japanese Style

American busiess executives re-
serve some of their most persistent
complaints for Japan. which imposes
a mountain of barriers on U.S. ser-
vice firms and products while sell-
ing its own goods and services easily
in this country.

Red tape, tough inspections, stall-
ing and special taxes, including many
that land more heavily on imported
luxury products, make American
business leaders and officials in To-
kvo shake their heads in frustration.

Among examples from U.S. gov-
ernment and business sources:

Sporting goods. The American
inventor of aluminum baseball bats
was forced by regulators to stop sell-
ing in Japan on the ground that his
bats had the wrong kind of alumi-
num. A Japanecse baseball league
bars the use of all foreign-made alu-
minum bats.

The Japanese Lawn Tennis Asso-
ciation lifted its ban against use of
foreign-made tennis balls, but for-
eign manufacturers must apply one
year in advance of matches. Volley-
ball, soccer and handball leagues
permit use of Japanese-made inflat-
ed balls only.

Tobacco. Japan imports U.S. to-
bacco leaves to manufacture its own
cigarettes, then discourages sale of
American cigarettes.

Imports of cigarettes and other to-
bacco products are tightly con-
trolled by the Japan Tobacco and
Salt Public Corporation, an agency
of the Ministry of Finance. The
company sells American cigarettes
to a limited number of retailers at

50 cents per pack more than is
charged for Japanese cigarettes.
Profits from this markup go to the
Japanese treasury.

Currently, about 99 percent of
the 300 billion cigarettes sold annu-
ally in Japan are produced in that
country.

Agriculture. Quotas limit the
ampunt that can be imported of
leather goods and of such farm
products as beef, oranges, fruit
juices, milk and cheeses, despite the
fact that Japan has signed treaties
agreeing to bar these specific types
of restrictions.

Cars. Autos exported to Japan re-
quire six volumes of documents on
standards and testing for each mod-
el, adding as much as $500 to the
retail price.

Auto inspectors are so strict that
defects are found 80 percent of the
time, and long waits are required
before retesting is completed. US.
firms also have trouble finding Japa-
nese distributors.

Health care. Pharmaceuticals and
medical equipment are especially
hard to sell in Japan, U.S. officials say.

A manufacturer seeking to sell a
product there turns it over to the
government for a safety inspection.
Product testing takes months—even
vears—and. in the meantime, Japa-
nese producers are given samples of
the item by the government and
thus have time to produce their
own competing product before the
foreign version is allowed on the
market.

Alcohol. High-priced whiskies,
brandies and other alcoholic bever-
ages are taxed at a steeper rate thun
low-priced liquors, thus discriminat-
ing against the usually more expen-
sive imports.

Paint. The Tokyo metropolitan
government recently rejected a
rust-retarding paint made by a small
British company because the firm's
agent in Japan did not have a uni-
versity-trained engineer or archi-
tect on the staff, as required by Jup-
anese law,

Services. Foreign securities firms
are not permitted seats on the To-
kyo Stock Exchange and receive
smaller commissions from member
firms than do nonmember Japanese
brokers.

The Japanese Ministry of Finunce
licenses only an average of one new.,
foreign life-insurance firm cach
vear, in spite of a considerable back-
log of applications from non-Japa-
Nese mnsurers.

Despite a more liberal law passed
in December of 1950, foreien in-
vestment still is restricted n certam
fiekds, such as muning. petroleum,
leather and leather products, agri-
cuiture, forestry and fisheries
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In our deslings with them.
whether political or commer-
cral, our people must have the
skills. mcluding language. to un-
derstand the game and play it
successfully.

The Japanese have a word for
certain types of negotiations.
They call it ‘‘harakimaru’
which means they ‘‘set their
stomach.’” This means they have
in mind a bottom line below
which they will not go. We must
set our minds to meet and beat
them in such situations. We
should not give up until we attain
our goals. Through such a tedi-
ous process. we will gain their
respect. We must build up a core
of people who can beat them at
their own game.

Japan remains vital to Ameri-
ca’'s overall strategic interests
Whatever we do commercially
must not erode or destroy the es-
sential rapport between these
two countries. Japan should be
spending much more money of
its own for 1ts own defense. Ja-
pan has the money and we
should insist that they use it. On
this point. there should be no
U.S. compromise

A similar stance should be tak-
en regarding fair American ac-
cess to Japanese markets. with
the goal of correcting much of
the existing imbalance of trade.
On this we also should be
unyielding.

It is imperative that we suc-
ceed in attaining these goals.
The alternative is a dangerously
growing American frustration

with Japan. as more average
Americans view this essential
ally as a threat to their jobs and

future. This will ultimately only
lead to punitive American legis-
lation, erecting trade barriers
and embracing a negative pro-
tectionism. This must be avoid-
ed at all costs. We should rely on
those great strengths which can
be brought to bear on the U.S.-
Japan trade relationship.

1) We remain the most power-
ful nation in the world.

2) We are research rich.

3) We possess the largest, most
multi-faceted industrial com-
plex.

41 We have the largest, most
effective.  important financial
community.

5 Our currency is the most de-
sirable and accepted currency in
the world.

6) We have the most effective
high-tech research and develop-
ment.

7)) We are the greatest agricul-
tural nation.

%) We are the most powerful
military nation

9 We have the most impres-
sive business organizational
structure and our labor force is
still the best overall.

America must create new and
cooperative relationships be-
tween labor and management in
this country. matching and
creating such admirable rela-
tionships in Japan.

We have a serious education
problem. Ninety-nine percent of
the Japanese people are literate
and dedicated to schooling. It is

a family affair to properly edu-
cate a child. There is a fierce,
intensive desire for such excel-
lence.

Educational systems in our
country are in disarray. Our
school system has seriously de-
teriorated. Many American high
school graduates are functional
illiterates. Excellence and ad-
vancement on the basis of merit
have often become secondary
American considerations. The
national debate raging today on
this subject is both vital and long
overdue. I am confident that
from it will emerge an exciting
new series of initiatives. These
fresh beginnings will and must
be effective. or the next genera-
tion of Japanese will be far bet-
ter prepared to deal with the fu
ture’'s challenges than will the
next generation of Americans.

Despite this litany of
shortcomings and failures. I re-
main an incorrigible optimist.
We have confronted similar
challenges in the past and have
einerged totally victorious.
Americans are invariably at
their best when the chips are
down, as they arc now. Among
our people there is a growing
realization and understanding of
these threats. We will respond to
them effectively and competi-
tively. avoiding the counterpro-
ductive hostility that has occa-
sionally resulted. There 1s room
for both nations to compete and
prosper. We must respond in a
sophisticated and mature man-
ner. I have no doubt as to the
outcome.
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